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Infrastructure and Private
Sector Investment in Pakistan

ROBERT E. LOONEY

The purpose of this paper is to assess the role played by infrastructure in Pakistan's eco
nomic expansion. Specifically, analysis is focused on the manner in which the expansion in
various types of infrastructural facilities interact with private sector investment, and
whether there is a long run equilibrium between infrastructure, private investment, and
GDP. The main findings suggest that infrastructure's role in this model is not as straightfor
ward as might appear at first. On one level, it appears that in the case of Pakistan the
expansion of public infrastructure has played a rather passive role in the country's develop
ment. That is public facilities have largely expanded in response to the needs created by
private sector investment in manufacturing, rather than strongly initiating private capital
formation. However, from another perspective, because infrastructure has responded to
tangible needs created by private sector expansion it has, no doubt, been very effective in
alleviating real bottlenecks. (JEL F21, 053)

I. INTRODUCTION

Pakistan's growth of 5.8% per annum over the period from 1973 to 1995 has been
very impressive. Still, the country's growth performance has been considered a devel
opment puzzle by Ahmed (1994) and others, especially in light of a number of dis
concerting factors that have prevailed along with rapid growth. These include:

•
1. Despite the high growth rate, Pakistan's social indicators remain poor-Pakistan

is among the countries with the highest adult illiteracy rate and lowest primary
school enrollment ratio (ffiRD, 1995).
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2. While the country has been able to avoid high inflation, its fiscal and balance of
payments deficits have been large, contributing to a fairly rapid increase in its
domestic and external debt burden.

3. Notwithstanding progress in mobiHzing domestic saving and raising the rate of
investment, the saving and investment efforts remain at a relatively low level as
compared with most other developing countries of the world; the domestic sav
ing rate in particular is one of the lowest in the world (mRO, 1995).

Perhaps because of these factors the country's economy has begun to decelerate,
averaging a growth of 6.2% during the 1980s, but only 5.1 in the 1990-95 period. The
outlook for the future is also grim. Faiz (1992) for example argues that Pakistan's
physical infrastructure is insufficient to support sustained economic development
throughout the remainder of the 1990s. Specifically it could stifle the supply response
expected from the government's economic reform program, with its special emphasis
on privatization, deregulation" and export promotion. At the same time, a significant
expansion of public expenditures to provide the much needed infrastructure does not
appear possible given the government's chronic and growing fiscal deficit financed
by unsustainable levels of domestic and foreign borrowing, and its inability to mobi
lize additional resources. The problem of fiscal deficits may have even reached the
point at which they are actually beginning to crowd out a certain amount of private
investment (Looney, 1995a)

The purpose ofthis paper is to extend Ahmed's analysis ofPakistan's growth mech
anism and Looney's (1995a) examination ofprivate sector investment by assessing the
role played by infrastructure in the country's economic expansion. Specifically, anal
ysis is focused on the manner in which the expansion in various types of infrastructural
facilities interact with private sector investment and whether there is a long run equi
librium between infrastructure, private investment, and GOP. In the shorter run, has
public infrastructural development stimulated past surges in private investment or has
public infrastructure been passive, largely responding to obvious needs created by
expanded private sector capital formation? Based on this analysis several implications
are drawn concerning the country's growth mechanism and future prospects.

II. PATTERNS OF INVESTMENT AND
INFRASTRUCTURALDEVELOPMENT

As is the case with most countries, the Government of Pakistan does not publish data
on the stock of and increments to the country's infrastructure. However, following the
procedure of Blejer and Khan (1985), it is possible to approximate increments to the
nation's infrastructural base. The basic assumption underlying these proxies is that
infrastructure investment is an ongoing process that moves slowly over time and can
not be changed very rapidly.

Operationally, the procedure used here is to make a distinction between types of
public investment on the basis of whether it is anticipated or not. Following Blejer
























































